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SUBJECT: FTB Col lection O State Or County Warrants/Qutstandi ng Warrant Reduction
Act
DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

X FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SISOF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

As proposed to be anended, this bill would create the CQutstandi ng Warrant
Reduction Act to reduce the nunber of arrest warrants for persons wanted for

comm ssions of crines in California. This would be acconplished by appropriating
$10 mllion to expand | ocal |aw enforcement efforts to resolve felony warrants
and by creating an amesty programfor infraction or m sdeneanor warrants that
can be resol ved by paynent.

For infraction or m sdeneanor warrants, if a person fails to pay during the
amesty period, this bill would allow state agencies and the courts to refuse to
i ssue various state-issued |licenses. This bill would change the priority of
debts for purposes of attaching a person’s earnings and intercepting state
refunds and lottery winnings. In addition, this bill would nodify the | aw
regarding court-ordered debts that are referred to the Franchi se Tax Board (FTB)
for collection.

SUMVARY OF AMENDMENT

The August 16, 1999, anendnents del eted the provisions of the bill as introduced
(relating to prisons) and added the Qutstandi ng Warrant Ammesty Program

The proposed anmendnments woul d revi se the Qutstanding Warrant Ammesty Program

EFFECTI VE DATE

This bill would becone effective January 1, 2000. The ammesty period woul d be
from January 1, 2000, to June 30, 2001. Refund intercept and collection
referrals woul d begin after the amesty period. This bill would remain operative
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until Decenber 31, 2004, and woul d be repeal ed unless a |later enacted statute
extends or deletes the repeal date.

BACKGROUND

The department received proposed anendnents to the August 16, 1999, version of
SB 1310 and was asked to anal yze the proposed anendnents rather than the August
16, 1999, anendnents.

Departnent staff had nunerous questions and concerns regardi ng the proposed
anmendnents. For exanple, it was uncl ear whether the author was attenpting to
nmodi fy existing systens or create new systens since the proposed anmendnents woul d
add new provisions to the Governnment Code and the Revenue and Taxation Code that
were al nost identical to the current |aw regarding the automated of fset system
and court-ordered debt collections. Departnent staff contacted both the author’s
of fice and the sponsor to discuss the questions and concerns.

The aut hor and sponsor confirmed that the debts that would be referred under this
bill are the same as those referred under the current automated of fset system and
court-ordered debt collection. They sinply intended to nodify the existing
systens. The author indicated that due to concerns regarding the proposed
amendnents, the bill would becone a “two-year bill” to provide tine to resol ve
all concerns.

LEG SLATI VE H STORY

AB 3343 (Stats. 1994, Ch. 1242) authorized counties or the state to refer to FTB
for collection court-ordered debts under a pilot program begi nning January 1
1995, and expiring January 1, 1999. The act provided for the transfer fromFTB s
collections to the General Fund an anmount equal to FTB's costs to administer the
collection program The permitted costs were capped at 9% of collections through
fiscal year 1996/97 and 5% of collections for fiscal years 1997/98 and 1998/ 99.

SB 580 (Stats. 1996, Ch. 705) was enacted to inplenent a collection programfor
restitution orders due victins. The Departnent of Corrections is authorized to
contract with a private collection agency or FTB for collection of these orders
from parol ees. The act required the Departnent of Corrections to devel op an

i npl enmentation plan to collect victimrestitution orders on behalf of the victim
from parol ees.

SB 1106 (Stats. 1997, Ch. 604) extended the court-ordered debt pilot period for
three years and increased the programs cost cap to 15% The act al so all owed

the state or counties to refer to FTB for collection court-ordered amunts that
are associated with court-ordered fines, penalties, forfeitures or restitution

orders. Restitution orders due a victimwere allowed to be referred to FTB for
col l ection under certain specified conditions. Distribution procedures for the
countries were clarified.

SPECI FI C FI NDI NGS

Aut omat ed O fset System

Under the Government Code, the Controller has the authority to offset any debts a
person or entity owes the state or owes a city or county (including bench
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warrants and ot her court-ordered anounts) against any anounts that the state owes
the person or entity.

The Controller, in conjunction with FTB, devel oped an autonmated offset system
FTB adm ni sters and operates this automated offset systemthat intercepts incone
tax refunds and lottery wi nnings. The governnental agency responsible for the
collection of the debt submts a |ist of accounts to FTB for interception

Di sputes regardi ng anounts intercepted are resolved by the referring agency, not
FTB.

In the event a person or entity owes nmultiple debts, the | aw generally
prioritizes debts subject to offset as foll ows:

Child and fam |y support, including that support owed the state,;
Certain overpaid unenpl oynment benefits; and
O her debts in the priority determ ned by the Controller, which is as foll ows:

Al'l other state debts, with the greatest liability having first priority;
Certain county/city debts;

Certain debts of community coll eges and educational institutions; and

I nternal Revenue Servi ce.

PonRE

Court-Ordered Debt Coll ections

Under current law (a pilot programthat began January 1, 1995, and is due to

expi re January 1, 2002), counties or the state are allowed to refer court-ordered
debts to FTB for collection. Under this system FTB and county superi or

muni ci pal and justice courts have forned partnerships to collect court-ordered
debts. FTB collects for courts certain crimnal fines, state or |ocal penalties,
forfeitures, restitution fines, restitution orders, court-ordered fees,
assessnents, nost Vehicle Code violations and other amounts that are due a county
or the state. The debts nust be at |east 90 days delinquent and at |east $250 in
the aggregate to be referred to FTB.

If the debtors do not pay their debt, the court issues a series of delinquent
notices and if necessary pursues other collection actions. FTB s collection
process begins when a court refers cases to FTB. After providing witten notice
to the debtors, FTB collects the delinquent cases as though they are final
del i nquent incone tax debts.

FTB has col |l ected approximately $17.5 mllion in court-ordered debts since the
pr ogr am began.

Currently, 16 county clients and one state client, the Board of Control (BQC)
are participating in court-ordered debt collections. These clients represent
approximately 98 courts. Currently seven counties are waiting to participate.
The current court-ordered debt inventory is approxi mately 250,000 cases.
Departnent staff expects case volunes to increase to 500,000 by the end of fisca
year 1999-2000. 1In fact, the BOC anticipates that it will have vol unes of

150, 000 to 700,000 annually. However, unique systemrequirenments of each
county/court and the capacity of FTB s current system have prevented expansi on of
the court-ordered debt program FTB staff is continuing to work with the
counties/courts and state agencies to overcone the obstacles to gaining full
partici pation.
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SB 1310

As proposed to be anended, this bill would create the CQutstandi ng Warrant
Reduction Act to reduce the nunber of arrest warrants for persons wanted for
conm ssions of crinmes in California.

This bill would appropriate $10 nmillion to help district attorneys and | ocal
peace officers | ocate, apprehend, prosecute and incarcerate persons for whom
fel ony warrants have been issued.

In addition, this bill would create an ammesty programto encourage persons who,
as of July 1, 1999, have infraction and certain m sdenmeanor warrants that do not
requi re an appearance and that can be cleared by paynent of anmpunts owed, to pay
such anmounts. Once amounts due are paid, the warrant woul d be recall ed and
penalties resulting from delinguency of paynment or issuance of the warrant woul d
be wai ved. Special rules are provided for undue hardship and install nent
paynments. The amesty period would be from January 1, 2000, until June 30, 2001

If the person fails to pay during the amesty period, this bill would allow state
agencies and the courts to refuse to issue various state-issued |licenses, as well
as attach the person’s earnings, intercept state refunds, and intercept lottery
wi nni ngs as all owed under current |aw.

This bill would change the priority of debts for purposes of attaching a person’s
earnings. Specifically, the debt would have the sanme priority over any other
attachnment, execution or other assignnent as specified for child support

assi gnnment orders, with assignnment orders for child support receiving priority.
Thus, the priority would change to child support |evies, court-ordered debt
levies, tax levies and all other levies, raising the priority for court-ordered
debt | evies above the priority for tax |evies.

This bill would nodify court-ordered debt collection referrals to allow all
counties or courts and the state to refer anounts remaining after the ammesty
period to FTB for collection. Such debts would not be subject to the $250

m ni mum requi red under current law. FTB would not be required to provide the
debtor notice prior to levy, and even if the debt were paid within 15 days of
notice, interest accruing fromthe date of notice would not be waived. Current

| aw woul d provide that the departnent’s costs to adm nister the program woul d be
rei nbursed fromthe anounts collected, limted to 15% of col |l ecti ons.

This bill would require the Departnent of Justice (DQJ), no |ater than June 1,
2000, to notify every defendant who as of July 1, 1999, has a warrant for an
infraction or a m sdeneanor that would qualify for the amesty program The bil
al so woul d state legislative intent that the DQJ conduct a public awareness
programto acconplish the purpose of the Act. The DQJ woul d be appropri ated
$600, 000 for this program

Pol i cy Consi derati ons

This bill would raise the follow ng policy considerations.

Under current law, the priority for levies is child support |evies, tax
| evies, then all other levies in the order issued. This bill would
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change the priority by nmoving court-ordered | evies above tax |evies.

Since court-ordered debts referred to FTB for collection are collected as
tax debts, the priority change woul d place court-ordered debts referred
to FTB for collection below those that the counties/courts issued

earni ngs assi gnment orders on. This could encourage counties/courts to
refer debts to FTB, then pull the case back once FTB has identified the
debtor’s enployer. In such cases, FTB would not receive reinbursenent
for its work in identifying enpl oyers.

Current law requires FTB to notify debtors before collection action
begins in court-ordered debt collections. Approximtely 20% of court-
ordered collections result fromthis notice (demand notice), making it

t he nost cost-effective nethod. Such notification would not be required
under this bill.

Further, renmoval of notification requirenents could be viewed as an

i nfringenent on the debtor’s rights. |In fact, additional notification
requirements were recently added to federal incone tax | aw by the

I nternal Revenue Service Restructuring and Reform Act of 1998, which was
generally confornmed to by SB 685 (Stats. 1999, Ch. 348).

| npl ement ati on Consi derati ons

Departnent staff is working with the author to resolve the foll ow ng
consi der ati ons.

The department does not currently have sufficient automated systens
capacity for court-ordered debt collections to service all California
counties/courts. (This is a problemirrespective of this bill.)

Devel opment of a long-term system sol ution would be necessary to ensure
the continued ability to collect all the debts referred.

Based on the history of court-ordered debt collections, an increase in
the cost cap (currently 15% nmay be necessary to operate in a cost-
ef fective manner.

It is unclear how accounts currently referred to the autonmated of fset
system and court-ordered debts already referred to FTB for coll ection
woul d be treated during the amesty peri od.

Techni cal Consi der ati ons

Based on the author’s expressed intent, departnent staff believes that
amendi ng the existing code sections regarding the automated offset system
and court-ordered debt collections, rather than addi ng new code secti ons,
woul d be nore appropriate. 1In addition, the repeal date of the current
court-ordered debt collection provisions should be extended since they would
be repeal ed on January 1, 2002, six nmonths after the amesty period proposed
by this bill would end. Departnent staff is working with the author to
resol ve these concerns.
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LEG SLATI VELY MANDATED REPCRTS

The DQJ, in cooperation with state and | ocal agencies, would be required to
provide an interimreport on or before Decenber 31, 2002, and a final report on
or before March 31, 2005, to the Governor and the Legislature on the

ef fectiveness of the Qutstandi ng Warrant Reduction Act.

FI SCAL | MPACT

Depart nental Costs

The department’s costs to adm nister this bill cannot be determ ned unti
further analysis is conducted to determ ne the resources needed for the
| ong-term system changes/i nprovenents.

Tax Revenue Esti mate

Since the author is refining the goals of this bill, a tax revenue estimte
will not be provided at this tine.

BOARD POSI TI ON

Pendi ng.



